Bank credit and money by anonymous
CONTINUED STRONG DEMANDS for funds
from the private sectors of the economy
have been reflected in bank credit develop-
ments this year. During much of the period
the upward pressure on industrial prices that
became evident a year ago continued, as
output in many lines of production pressed
against capacity. Prices of farm products
advanced from the reduced levels reached at
the end of 1955. While automobile pro-
duction and residential housing construction
were below earlier peaks, business construc-
tion and equipment expenditures rose to
new record levels and inventories continued
to increase.
Heavy demand for funds by business con-
cerns during the first six months of 1956
resulted in a sharp increase in business loans
at commercial banks, particularly in loans
to the metals producing and using indus-
tries. Bank loans to sales finance companies
declined, however, and direct loans by banks
to consumers expanded less than last year as
repayments on outstanding consumer in-
stalment credit rose relative to extensions.
Growth of real estate credit at banks was
also somewhat less than last year.
Securities issued by corporations and
State and local governments exceeded last
year's volume. On the other hand, the
publicly held debt of the United States Gov-
ernment was reduced by a greater amount
than in the first half of 1955, as the Treas-
ury's cash surplus rose sharply. In meeting
the strong private demand for loans, banks
continued to sell United States Government
securities in large volume.
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NOTE.—All commercial banks. In this chart business loans
exclude, and consumer loans include, loans to sales finance
companies; the latter are for a sample of more than 200 large
weekly reporting banks. Interbank loans are excluded. Data
for 1956 are preliminary.
Interest rates, after declining slightly in
the first two months of the year, rose in
March and April in response to strong credit
demands and pressure on commercial bank
reserves. In April discount rates were
raised V4 percentage point at ten Federal
Reserve Banks and Vi percentage point
at the Minneapolis and San Francisco Re-
serve Banks. The spread between short-
and long-term rates continued to narrow,
and from mid-April to mid-June yields on
intermediate-term United States Govern-
ment issues exceeded those on long-term
Government securities.
Since mid-April, market rates on United
States Government securities have declined.
Yields on State and local government is-
sues began to decline in early May, but
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those on corporate bonds have remained
near their April peaks.
Over the first four months of the year,
Federal Reserve open market operations
largely offset seasonal movements in re-
serves but also permitted pressure on bank
resources to increase, with the result that
member banks found it necessary to in-
crease their borrowings at the Reserve
Banks. Beginning in May, bank reserve
positions eased somewhat under the influ-
ence of open market purchases by the Sys-
tem.
BANK LOANS AND INVESTMENTS
Outstanding loans at commercial banks rose
about $4 billion in the first half of 1956,
continuing an upward movement that has
been fairly steady since the fall of 1954.
Reductions in bank holdings of United
States Government securities exceeded the
increase in loans. Other security holdings
declined slightly, and total loans and invest-
ments are estimated to have decreased about
$1 billion during the first six months of
1956, compared with a reduction of $800
million a year earlier.
Loans. The estimated $4 billion expan-
sion in loans at commercial banks was al-
most as large as that in the first half of 1955.
Over three-fifths of this year's growth, how-
ever, was in business loans, whereas in the
same period last year business loans ac-
counted for less than half of the increase.
Within the business loan category, loans to
sales finance companies experienced a net
decline this year in contrast with a substan-
tial increase last year, as shown in the chart.
Business loans, excluding loans to sales fi-
nance companies, rose $2.9 billion in the
first half of this year, compared with $1.4
billion in the same period of last year.
These changes in bank loans reflect the
shift in expansive forces in the economy.
Business plant and equipment outlays have
been the chief expansionary stimulus this
year, whereas residential housing construc-
tion and consumer purchases of automobiles
and other durable goods were major factors
in the growth of demand in 1955.
The $2.9 billion increase in business
loans, excluding those to sales finance com-
panies, in the first half of 1956 occurred
mainly in March and June, when corporate
needs for funds to meet Federal tax pay-
ments on last year's profits added to heavy
demands for cash to finance capital outlays
and additions to inventories. A smaller than
usual volume of net loan repayments by
seasonal borrowers such as food processors
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NOTE.—Monthly changes in large loans at a sample of more
rhan 200 large banks in the weekly reporting member bank
series. All changes are cumulative from the last Wednesday
of June.
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and commodity dealers also contributed to
the record growth in outstanding business
loans this year.
Metals and metal products companies
accounted for more than half of the total
growth in business loans in the first half of
1956. Their needs for funds reflected the
financing of a large increase in output of
producers' durable equipment as well as
some inventory accumulation in anticipa-
tion of the possiblity of higher steel prices
and a work stoppage after midyear. Loans
outstanding to petroleum, coal, chemical,
and rubber companies, as well as to other
manufacturing and mining concerns, which
had increased substantially in the first half
of 1955, rose even more this year. Public
utilities and trade concerns increased their
net borrowings about the same amount as
a year earlier.
In few industries was the demand for
bank credit smaller than in the first half of
1955. Construction enterprises borrowed
less than a year ago. As noted earlier, sales
finance companies repaid bank debt in the
first half of this year—to the extent of more
than $300 million at weekly reporting
banks in contrast with net borrowing of
nearly $600 million in the same period last
year. These companies placed about $450
million of short-term finance paper directly
with investors, somewhat less than in the
first six months of 1955. Loans by sales
finance companies, both to consumers and
to businesses, increased only about one-
fourth as much as in the first half of last
year.
Commercial bank lending direct to con-
sumers also reflected the general slowdown
in the rate of growth of consumer credit.
Consumer loans at banks rose about $900
million in the first half of this year, com-
pared with $1.1 billion in the same period
last year.
Real estate loans at commercial banks
rose somewhat more than $1 billion in the
first half of 1956. This expansion was
slightly less than the growth of such loans
in the first half of 1955. Net loans out-
standing to, and mortgages purchased from,
mortgage lenders by commercial banks have
been declining this year, whereas such credit
was apparently increasing rapidly in the first
half of last year. With residential housing
outlays smaller and spending for business
construction higher, total expenditures for
private construction have been about the
same as in the first half of 1955.
Loans to agriculture changed little in the
first six months of 1956. A year earlier
banks reduced such loans by $800 million,
largely through redemption of Commodity
Credit Corporation certificates of interest.
This year a decline in Government-guaran-
teed loans has been about offset by a sea-
sonal increase in production loans.
Investments. With loan demands remain-
ing strong, commercial banks continued to
reduce their holdings of United States Gov-
ernment securities. The estimated decrease
was about $5.0 billion, compared with $5.7
billion in the first half of 1955. Holdings
of State and local government, corporate,
and other securities, which had increased
$500 million in the first half of 1955, de-
clined slightly this year.
The over-all reduction in security hold-
ings of banks in the first six months of 1956
was somewhat more than $5 billion—about
the same as in the first half of 1955. While
all classes of banks liquidated securities to
meet loan demands and reserve needs, the
reductions were largest, relatively, at New
York and Chicago central reserve city
banks.
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Liquidation of United States Government
security holdings by banks continued to be
primarily in the shorter term issues, which
are typically used for reserve adjustment
purposes. Nevertheless, the proportion of
bank-held Government securities maturing
within one year increased as Treasury notes
maturing in 1957 moved into the short-term
category.
BANK RESERVE POSITIONS AND
FEDERAL RESERVE POLICY
The Federal Reserve policy of restraint that
characterized the latter half of 1955 con-
tinued into the spring months of 1956. As
is usual in the first quarter of the year, open
market operations were used to absorb ex-
cess reserves released through the seasonal
reduction in demand deposits and in cur-
rency in circulation. The System increased
its Government security holdings tempo-
rarily in March in connection with heavy
demands for reserves around the tax pay-
ment date, but in general reserve positions
were permitted to tighten further. From
the beginning of the year through mid-May,
the System portfolio of United States Gov-
ernment securities was reduced about $1.5
billion, slightly more than in the comparable
period of 1955.
With loan demands strong, member
banks found it necessary not only to sell
securities but also to increase their borrow-
ings at the Reserve Banks. Member bank
indebtedness rose from an average of $840
million in December to $1.1 billion in April
and early May, when it exceeded excess re-
serves by nearly $600 million, compared
with about $250 million in December, Janu-
ary, and February.
The restraining influence of increased in-
debtedness of banks on their lending was
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NOTE.—Monthly averages of daily figures for member banks.
Figures for excess reserves are estimated. Free reserves are
excess reserves less borrowings. Latest data shown are for
June 1956; those for excess reserves are preliminary.
April 20 in Federal Reserve Bank discount
rates. These were raised VA percentage
point to 2
3A per cent at ten Reserve Banks
and Vi percentage point to 3 per cent at
the Minneapolis and San Francisco Banks.
In late May, June, and early July, the
System made additions to its holdings of
United States Government securities. The
Federal Reserve portfolio of Government
securities rose about $660 million in the six
weeks ending July 4, compared with $330
million during the same weeks of 1955.
Member bank borrowing declined to about
$750 million and net borrowed reserves fell
to about $160 million in the second half
of June.
DEPOSITS AND CURRENCY
Demand deposits and currency in the hands
of the public declined less than seasonally,
but the seasonally adjusted increase was not
so great as in the first half of 1955. On the
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other hand, United States Government de-
posits increased more than a year ago.
Demand deposits and currency held by
consumers and businesses—demand depos-
its adjusted and currency outside the banks
—decreased about $5.8 billion, compared
with $3.8 billion in the first half of 1955.
On a seasonally adjusted basis, as shown
in the chart, demand deposits and currency
increased—about $900 million compared
with $2.2 billion a year earlier. Deposits
of the United States Government rose $1.7
billion, about $1 billion more than in the
first half of last year.
With economic activity at high levels
and interest rates rising during part of the
period, the money supply was used more
actively. The seasonally adjusted annual
rate of turnover of demand deposits in lead-
ing centers outside New York City rose to
24 in the second quarter of 1956 from 22.5
in the last quarter of 1955, an increase of
more than 6 per cent.
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NOTE.—Figures are for the last Wednesday of month and are
partly estimated. Demand deposits are for all banks in the
United States and exclude U. S. Govt. and interbank deposits
and items in process of collection. Currency excludes bank
vault cash. Data for 1956 are preliminary.
Time and savings deposits at commercial
and mutual savings banks and the Postal
Savings System rose $1.7 billion in the first
half of 1956, about the same as a year
earlier but less than in the corresponding
periods of 1954 and 1953. Shares in sav-
ings and loan associations appear to have
risen about as much as in the first half of
1955, when they rose $2.6 billion. Al-
though the rate of personal saving was ap-
parently higher than a year earlier, a larger
proportion of saving this year represented
repayments of consumer and residential
mortgage debt.
OTHER FINANCIAL DEVELOPMENTS
Heavy private demand for funds this year
has been evident in markets for securities
and mortgages as well as at banks. Treas-
ury debt retirement, however, provided a
substantial offset to these demands.
During the first half of 1956 the United
States Government repaid about twice as
much debt as in the first half of 1955. As
a result, other borrowers were able to offer
new security issues in greater volume than
last year and many financial institutions and
other holders of Government securities were
able to reduce substantially their holdings
of these securities without bringing corre-
sponding increases in pressures on financial
markets. In other words, increased Gov-
ernment saving tended to offset the rise
in private investment outlays.
Treasury finance. The Federal Govern-
ment usually has a cash surplus in the first
half of the calendar year because of the
concentration of tax receipts in that period.
This year the cash surplus was about $12
billion, almost twice as large as in the first
half of 1955. As a result the Treasury was
able to reduce the publicly held debt $10
billion, considerably more than in other re-
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cent years. The Treasury's cash balance
rose $1.7 billion over the six-month period
to a level of $5.2 billion on June 30.
About two-thirds of the Treasury's cash
surplus was used to retire tax anticipation
bills and certificates maturing in March and
June. There was also some net redemption
of savings bonds and a reduction in the
outstanding obligations of Government cor-
porations and agencies. In March the Treas-
ury issued an additional $2.1 billion of 2%
per cent notes maturing June 15, 1958, and
$7.2 billion of a new 2% per cent certificate
maturing February 15, 1957, in exchange
for $8.5 of maturing 1% per cent notes and
$1 billion of W2 per cent notes. Cash re-
demptions of the maturing issues in this
exchange were less than $200 million.
Other borrowers. With high and rising
plant and equipment expenditures, growing
inventories, and heavy tax obligations, cor-
porations issued a record amount of secu-
rities for new capital in the first half of 1956.
They also obtained funds by liquidating a
considerably larger volume of Government
securities than in the first half of 1955. In
the first quarter of this year corporate hold-
ings of United States Government securities
declined $2.9 billion, compared with $300
million in the same period last year.
The volume of securities issued by cor-
porations other than sales finance companies
in the first half of 1956 was about one-sixth
larger than a year earlier. Sales finance
companies, which reduced bank debt this
year, issued a little more than $600 million
of new securities, about the same as in the
first half of 1955.
State and local governments, with press-
ing requirements to finance school and high-
way construction as well as other public
facilities, also increased their security offer-
ings as compared with 1955. Such financ-
ing, however, was about one-fifth below the
1954 level, when the volume of revenue
bond issues, particularly those to finance
toll highway construction, was unusually
large.
The expansion in real estate mortgage
debt outstanding was somewhat less than
the record $8.4 billion increase in the first
half of 1955. Consumer short- and inter-
mediate-term credit outstanding increased
about $800 million, compared with $2.3
billion a year ago. Although extensions of
instalment credit were slightly larger than
last year, repayments rose considerably
more, as a consequence of the sharp increase
in outstandings in 1955. Extensions of
credit on automobiles declined less than
automobile sales. The proportion of credit
sales and the average instalment contract
are somewhat higher and average maturities
are somewhat longer than in the first half
of 1955.
INTEREST RATES
The upward movement in interest rates and
the tendency for shorter term rates to draw
closer to longer term rates, which began in
1954 and continued throughout most of
1955, was resumed in February 1956. Be-
ginning in mid-April, yields on United States
Government securities declined, followed in
early May by declines in yields on State and
local government issues. Other yields de-
creased more slowly and toward the end of
June most rates were relatively stable.
As bank reserve positions tightened in
March and Federal Reserve discount rates
were advanced in April, yields on Treasury
bills and on intermediate-term United States
Government securities rose to levels above
their 1953 peaks. From mid-April to mid-
June yields on 3- to 5-year Government
securities were above those on the long-term
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NOTE.—Market yield data are weekly averages of daily fig-
ures. Treasury bill rates are market yields on longest bills.
Long-term U. S. Govt. yields are on 2Vi per cent bonds. Com-
mercial paper rate is on prime 4- to 6-month open market
paper. Yields on corporate and State and local Aaa bonds are
from Moody's Investors Service. Latest figures are for week
ending July 7.
issues. Yields on long-term Treasury bonds,
as well as those on high-grade corporate and
State and local government bonds, rose less
sharply and remained below their 1953
peaks, as shown in the chart.
The decline in rates on United States
Government securities beginning in mid-
April was greater for short- and intermedi-
ate-term than for long-term maturities, and
by mid-June intermediate-term yields re-
turned to a level below those on long-term
issues. With a heavy volume of security
offerings in the market, yields on high-grade
corporate securities declined only slightly,
and the spread between these and Treasury
bonds widened. Yields on lower grade cor-
porate bonds continued to edge upward
through June.
Rates on prime commercial paper re-
mained stable in the first quarter of 1956,
then rose Vx percentage point in April
and Vs per cent further in late May to 3%
per cent—above the average yield on high-
grade corporate bonds. In early July rates
on commercial paper were reduced V& per-
centage point.
Rates charged by banks on short-term
business loans, which had remained un-
changed in the first quarter, rose in the sec-
ond quarter following an increase in the
prime rate to 3% per cent in April. In-
terest rates on savings deposits were raised
at a number of banks. Reflecting the in-
creased pressure of other demands for long-
term funds, rates charged by lenders on
conventional mortgages also rose and dis-
counts on Government-underwritten mort-
gages increased slightly further over the
six-month period.
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